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Fven btfort the December 1 979 Soviet invasion* Afghanistan's economy 
was faltering and its minimal economic gains had ground to a halt. Land and 
cr Jit reforms initiated by the pro*Sovict Marital government thai took 
power in April 197* caused may* disruptions in economic activity and 
helped spark the insurgency that hat now spread throughout the country. 



Kabul's land rtl*m prcjram. courted with unfavorable weather in 1979. 
resulted in a drop of 400 000*500.000 metric torn in wheat production. 
Government attempts to tighten control o^er commerce produced frequent 
shortage* of essential goods and led to capital flight by ba/aar merchants* 
whoare a major factor in overall trade and tv nomic activi'yMfe 

Since the Soviet invasion, economic tcti*it» has dumped further. The 
•n%urgcntv arc hampering food and fuel deliveries' to Keb»l. In the capital, 
the Sonet- Kick rd Habrai government ha* im|**ed price control* nr; items 
Mich a* meat and ten ;in4le%tabliihcd%peculdi%trtbutionccntersf or 
ovcntMt commodities ^fe 



Longstanding Afghan*So?ict trade and commie aid ties are likely to be 
sirengthenrd in she wake of the Soviet invasion. 




I'.vcn with Soviet 

help, the durab:lit> of the Oabrak regime is in doubt because it has failed to 
rally popular support and it is viewed by nearly all Afghanis as atheistic and 
anti-Islam. fl| 
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Tie labrak regime atom tor algaaof actually 
functioning at the goverameat. Tkf oper atm of key 
mlaiait iea and g over a a ac nt departme nts it »a the h and* 
of Soviet adviaer 




r^Mfinc activity ia the small modcra sector of 
Afghanistan's economy has staved sharply eincc the 
Soviet iavanon. la major cum such a* Herat; 
Jalalabad, and Qendahar. unrctt ii »idc% p>-cfd an d 
anti»Sovict demoaur a tnmt have occu rrcdl^l Ifcfr 
Herat and JaljIabedJ^fli HHHflfe' arc ten%c; 
butincssatimly in llcut incarly I cbruary »a«almtni 
at • %tand%ti!i folio* ing«c%cr*ldJ>%uf *nttg«»crnmcni 
demonstrations In kjbul. civil «cfvant%' rocnimc % % 
againM trie' StWiri ia%a%hm i% l«ikini the fttrm »l %>«*k 
»iowdu*nt in min.itrtc* end government »!tu,> < 



Inturgcntvin addition to harassing troop mnvoys. arc 
intci lenng «ith the flu» iff fo«i jad fuel fr«»m ihe 
country t tde to the cities, end Kabul i% ctptricnong the 
effects of lhc*c supply disruptions SiIkc mid»J*nuar) 
meat and •heat have been scarce in the city Yb*/e*rs 
end prices arc lacrcasing rapidly. Tue capital it alvo 
suffering shortag ei of I ircwoud. charcoal, and kcro* 
acne- crucial t«jviehoM heatiag end cooking fuels. 
The nc« government recently Kkinmledgcd that the 
ahortagea are tertcvaaad placed price controls on 
eaaeatfal commodities including n««*t. tea. aad vegeta* 
Me oil. The government alto ordered tfuctal dittribu* 
tioft centers established in Kabul, at which essential 
commodities »ill be sold at subaidi red pricca. Soviet 
troops in and aMund Kabul may be contributing to the 
prcuurc on food supplies by buying food at local 
markets to supplement their ration* ^fc 
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Even if the Bebrak government meet mm 10 a potato* 
to ai'drm Afghenttian't end"! >ing acornm* prob- 
lems it voukl fact • herculean taik. Afghamtiao » 
om of the r»ro( dc* rlopiiif eouatrm mi the world. 
Dctpitc aicpt loorarc modemira tion of the economy 
tincc the mid* I tSfW. tfghemttan't aoanomy remeim 
primitive . Roog. * <0 percent of the country t 
IS million people a* illiicrotc. and per capita tncun« 
it about 1200 aniv ty ~approtimaicty 00 a for ••ih 
ivffTu.2atrt.afiU ftkitian |t> 

After more than t»o decadet of economic development 
effort*, Afghenitian etitit at tvoutttinct toctctict 
The traditional aoctct) conti ttt of 90 percent of the 
population thai rctidct in rural arc*t* which it 
dominated by local tribal and Itlamiercligioot Icadcrt. 
The modern tcctor of the economy embrace the 
10 percent of the (tipulat ion that lie ct in urban arcat 
f hit tccur it dominated b> Kabul. Alf hanittenV 
l:rgnt urbanccntcr »itha fttpulaiMnof afciui 
700 00U people kabul't dufwritt «tith the rett M the 
counto it tirikine it hat no prrcerj of the nation t 
atiiom'<bHet flOprrccni ttfiMO**t«»M, and Ml percent 
of natiuftal clcttricil). »cncraiing Vapat'l) it I 

hc«*noniic pet* rc«t tincc the mid-V'MH hat Keen %Um 
and uneven, partly bt»a«te. until lt.c 1*7* Martivi 
coup. *uuom*c govcrnmci.it movrd caul niotlt in 
implementing eviMomic change to attiul up*ctt«ng 
traditional cu*n*mt and paitcrnt «»f Ittelihiftul At a 
rctult. M la VO percent «f me people remain dependent 
on agriculture for their liting. muvhof it tufeittcme 
farming 1 he induttnal tector it tmall and f***l* 
developed and contittt largely of Aunt peiKcuing 
agricultural ra» matenaft and manufacturing light 
oontumcrgoodt. Heavy induttr> it limited in a handful 
of government -ooficd firmt producing cement, fcriil* 
iitt and timpleengincuing product* The trentporta- 
lion ayticm ttill contittt t-ifel* of a road network 
that it b* rely adequate for the rmaJctt requirement* 01 
the economy, there it no railroad flt 



AfghantttanY tat revenue* that corn ea from foreign 
trade— more than iwothtrda- « inordinately largs. 
The hanking tyttem it ahu ftatfly developed, frith 
commercial banking primarily confined 10 Kabul. 
Although bank branchea ctitt in the tvovincca, ihey 
frequently tervc at little unce than a tafe place for 
holding fundt <t) 

Eaitting alongtioV the rudimentary banking tyttem 
ere the ba/aar money traderv oh** are concentrated 
in Kabul. The tradert may account for at much at tec* 
thtrdt of annual turiu*cr in fiirctgn ctchengc. They 
alto make cuntumcr kujiit and advance working capital 
and I 




Like moti doeloping countnet. Afshamttan hat been 
unable to mubtlire dor.utiK financial retourcet for 
in veil 7 nt. At lett than 7 percent, the tet/Cf.NP ratio 
it nearly the lo»ctt in the world, -while the thare of 



r b*n*t 
muney market may be nuvi im|CVIanf at a *ourcc of 
financing than f^nul inttitutumt Hctuutc Afghani- 
ttai hat been unable to finance itt intn dctclifwitcni 
needt. st hat had 10 tch ott f«»reign at«««tance the 
l.SSH hat Keen by I a* the leading %ingfe cuntribulor. 
prmulirg tlighlK mure than unchatf cif i«tut fureign 
afd.tiKetheiniiMoMK 4 ^ 

Ikrtrin^iu^tlnloTlUTO 

I itHK*"ic gam* %irKC Ihr |*r«t Sinirt Marti%i v«Hip *n 
April I 4 * 7a hive been f<«. if jn> ?hcev«mt»mic 
difficuUiet >nd the inturgenc) thai the lla(*rak govern* 
mehl mm facet ha»c their i»rigniMO tribal anj j'wia vint 
react >»m i*»ec»>n«»mic jnj MKial rciitimt prrt^eil under 
the I tirafct and Amin re^in:ev A credit reform law 
I Decree Number n| .mn-*unced in J-aiy 1 V?* and a land 
rcdittrihutiitfl pitujrani i IVcrce Vumber N| initiated in 
Jant^Vv'-ioTo hate been the particular focut of 
ditconirnt «ml «ip:n opi^aiinni (t| 

Decree Number 6 prinrided for t he 1 ancella t ion or oHy 
partial '*e«y}'mcni of dctaV lleHt imcd b> thare- 
croppert and fartn labmert »ere canceled in their 
entirety, ohiie aVbit cnari h> •mall farmert (defined 
by Kabul at n»mng lett than l*o heel a ret of landl 
•ere repayable tccordmj in a ttiding wale. Debt 
incurred befure i973 »»t canceled •n. itt entirety. c*>; 
incurred in I tt 7n«at rcot ued b> 20 prrceni, b^ 40 
fcrccni if incurred in <lV?7,*nd to »m (t ) 
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A fr/re/ree*. A* • complement tottedetnb*. Kabul 
promulgated • land • ^dittnbetion program that pen* 
vi Jed for transferring land free of cut t to iendWta 
ferniera according lo the quality of lend, fermert 
could receive one heuare of top quality lend/auclin 
acreage thai ta irrigated, end at much aa five hectarca 
of and land. The program alio limited farm aire to ait 
hecteret for large landholder? and celled for «hc 
formation y l,50Jaarxulturalcuopcrativct by the end 
of It 79 * F. n attention tcnricct were ctpanded to 
include 100 tc*m» uprratina on a village-i^villagc 
batu to aid in impfcmcntina land reform. Kabul alto 
outlined itt aim of rcdifttributina water riahitun 
irrigated land. whicVaccuunu fir tWM»th -'tnl 
ervpped land, (i .| 

By mid 1 979 Kabul rcpwtcd iUl 500.000 to hOO.OOO 
hcctaretoui of 7J0.f*j0 hcujirci appriipnaicd bvihe 
government for rcdittribuliun had Hcen tyrned «i%er to 
29ft.(X)0 Umllc%% reatant fVmilict More th*n ->0.tXMj 
Ncctarc* 'weic al%" tct avidc for the furnuiitin nf %tjtc 
firm* K*bul dnn Hinccd ihc completion nf UnJ reform 
ir. mid |V?*1 




Kabul's pfi«arjm wroueta hav %*"m the ^ariculiural 
Kcfor. opec«all> amr.e fermc'r'% growing wheal. 'the 
leading Um+1 %iwplc At lhl'Nra«nnina'iil v the;iv7R ,79 
crupye^r tNt»»ember l«i7p|.CKi*»ber J9Tv.i tctipHnu 
oi land *ho hid tradition Jl> relied *m ucdit from 
large UiidhoUL/t and rrune> lendett found u difficult 
to get lo*n%. At a result. fftrriv;ri »crc unable to 
purchaK etteniiai %urrl<e« *iicl. at fertili/cr. *ecd. and 
equipment 1 argc landholder*, jntnipatina ine k-%tof 
moat of their land, planted unl> the ecrceec they 
cipcctcJ to keep, further reducing the 2 3 milium 
hectare* utuiliy H mted in w heat. The govcrnmcntV 
newly ctublifthcd eariculiurJ tred:t fund wat of little 
help, f Vnd ma •>* tufficterii U meet only a imall part ] 
of the total requirement tor agricultural credit. « I 

To make matter* «onc. Afahafi*t*netperienced 
unfavorable »mt*r weathr r that hurt the I9? a *' h;at 
crop. An unu«ujll> mild intercut »jter avstUbility 

1 A<^ti<w«l|TUra(r*»H«r»l4«tvrtif«w •««* •Irttdv m 
liiiimi • htm IN Afvil If Tl %om» «<*•"* 



from mclte*? ***ow for irrigatK n. The combination of 
the weather enJ the reduction In planted acreage 
h»erod whe it production by 20 percent from the 2 J 
million font it hat a**»«gf J in recent year*. Import 
faquirrmentt jumped to 900,000 torn in 1979 com* 
pared with an annual average of 200,00f>)00.000toiia 
in the late 1970a ^ 

Kabul arranged for imfwti from both the USSR and 
Weatern tupfdtcrt in cover the bulk of the thortfall. 




rend of September 
1979, Afghenifttan had taken delivery of approti* 
match .ttm.OOO tont of wheat, including 4*.0Q0tona 
from the Lmted Siatet under the I oud for Praia 
pfiMjram t« V 

Wheal imr*»et%. •>! htr than ihoic fnwn the liKSR. 
rrtmc through the purl ••! Kjirtchi. f*<tki%un.and then 
b> rail i«i the P^kiAUniAfahan hnrdrr Conecuum 
jnd ilii* urtUudine •»! .%it'^.iet h, tc been l*ir.a*t^n<linj 
problem • at Karachi, jnd %4rg«i de'tvered f«tr iran%« 
%hipn»cnt hi Aiahjnuun i% u%c^M> given Um priority 
b> P.tki^uni juih«iniic% l>e«ptie«i r Jinc«! reictu«fl% 
between the t««ic«iunirie%. K^bul rucivrJ «%«urancet 
■■from. hUiiuKad latt yttt thtt Pjknten mtniUI t.iove 
Afahandevtined w he^t thruugh the r%iri a% e%pedi» 
iMtu%ly at i^K%it' 




Afghani«tanet«*MO lace anotltr lar^c wheat «Hnnfall 
thityeer Acreaae pltnted m late !97i may have fallen 
1 5 to 23 percent bcl n* normal letelt At farmera left 
their villaaet to join the tn*urecnt« or Ped Afahanittan 
with their familtet ut the lemjo of fiahttna tnereated/ 

* flW rtf «fft t«»^»t t«« icrvlf«ti#a •••*# llW ***** imimm 

I Mil ••• «n«**«im«i«U Vt) i«n A «»M»J»« f»l •mil*t# ••mUff 




f>^.ui«« nut iu»» rt<e •• rvi H f«r -•%# *m Af«ii tv?a %t«r> h » 
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ltSO» when harvetiiog «f •** •mtcr whcol mop ia 

. im prod octio* decline cnkl range between 



iry,oewgver.**belialo 
i to pay far foreign pwrchaeot. Foreit* 
i tvero § near •reoord M JO hmIKm 
i the Babrak gaoe* iment look power . Al CwTfOOl 
prtoaa far wheat to Inigmaiionol wtrtta i m por ta 
vooMooa lUMSISOmllkMioSISOiiiiUiyfifai 
foreign eachange outlay t far ohtpmcnf « dr'tverod to 
Karachi 



fWt* JVorinotf/eorfo* Government actiona lo bring 
trade ami commercial activitiet voder tighter coo 
iroh ltd to farther ditroptiona in tke economy during 
1 071-70. Soon after tke April coop, Kabul rewired 
tkat all tmpurte by tke pen ate *cior be Handled 
ikroof k tke government. Until tken only imiwm of 
eaaenttg* goodt tuck at «ugar. pcirUcom ptjductt, and 
tmcka* were monorohrcd by the government, and 
butinc*«mcn were free to deal i**rci;tlv witk foreign 
Tirma for til of tkcir older need* Kabul .iltomoved to 
limit profit margin* ft* wkotaelcrt *nd retail mcr* 
ckanit. After d"ductiont gf coram ctpentev whole* 
•alert were alkiwc J a net profit u a percent and 
rcuilcrt, i percent, (i I 

Kabul** acmint led in a tfcarp drop in government 
revcoc* from import duict at buvincvtmcn cut bait 
purckaact tkroogk organised ckanneU and t rought in 
the** goudt tkruogk unregulated be/aar tradert. Ir tke 
thrcc*mui.th period 9 «ily«Skptember 107*. cottons 
roeeiptt fell by nearly 90 percent to abuot S J million, 
while thortagct oi eatential commoditict, tuck at rice 
end vegetable oil. developed in *$t*m% pant of tke 
country. Kabul't effottt to c ick down on tke be/aei 
tiadert nroved fryitleu. t-rom tke vert firtt. tke 
Martitt government contidcrcd tke barea* at a logrcal 
initial target in aaacrting lit control ^tt tke economy. 
Kabol could not for tong tolerate m unregulated, 
freewheeling commercial vector in tke mnltt of its 
attempt* to tocialire tke economy. Konctkclctt. latt 
year tke government abandoned a tit«month effort to 
tigbten enairul mtt bar* - activitiet after pertittcnt 
rumma tkat baraar mcrcnenit were tending Urge 
amount* of money out »f the country. £ f 
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Several bttaiiieiaci atitl to private handa when tke April 
1*71 coop occurred were tingled out for netmoabre- 
lion including hotcla. handicraft got* rprttoa. and tmall 
f oo d p r occt t ing firme. Although tke ooooiry'e largeu 
tool the loi of oo m toooiol in Kabol. *et MitoMNaod 
b oltcf ihowo* Kabul eidl ltd not mm* 
nod ikete b wi inm t activitiet when 
iatf*ert»rr ^Tbefcbrahgonrnmtai boa 
noMoocod that it » br .king a we y fa** further 
•kot 




UetfMc : two toopsttive pra>Sioi«t governmentt t* 
Kabul, bilateral economic relet*** wnk tke USSR 
kavc not increatH tubttenttjllv . Tke level of Soviet 
economic • .d ditburvcnicnf t to Afghanistan in I07o*70 
failed «u >i%e mock afcivc tV 107^-77 levclt. which 
averaged 150 mtllHin jnny i!ly in profect aid ditbvrvc* 
mcniv and S Ml million jfinnj My in ci*mmi«lily jid A 
floury of bflj|*fj| cittniHiiK' jhJ «nd techincal a«vi%t* 
an e ae f ecmctit% vigncd tf !rr IjuIi *taik ««iwcr in 
Apiil 1 07a Lirgclv reprcveried implentcniing egrec* 
menu negotiated b> the oo tied Oaood government 




tk*s min, both KaM and Meeoov »o*M be hard 

II W Ill t# pJCJOWl M if*! national image of Afghe*k 

•an it gnytfclng mure then a Soviet die* stale firmly 
sredjud to sbc Soviet ( 



Tke major development in Afj.ka>Sovkt relations 
during 1 971-79 was Moscow's if moment 10 pny a 
bilker pree for natural gas imported from Afgkenl* 
•fan. Wltkcnportsof J5.000^0.000b/doileQuWel«nu 
fii (via pipcl : nc) is Afg kaaisianY major giport to Ik* 
Soviet UiHon r Oas sales in recent yuan kavt accounted 
for 20 percent, on Ike average, of total Afgkan c»i*rts 
and 40 percent of caporls lo ike Soviet Unim. Tke 
So*ictsagfiod too SON increase lo SO 59 per 
tkousand cubic feci toon after the April 1971 coup, 
gad agrcori early lest year 10 pay SIM Afghan trade 
data for Jsnuao September IfW, kowevcr. tygg'tt 
tksi ike SI.CS per tkouand c ibic feci price *as *« in 
effect. liven at tkie price, gat prices would still bate 
tan well below ike average price of Soviet eas 
delivered to Western liuror* in 1979 ^L 

Cat csporis will play an even larger role in bilateral 
trade in ike nest few >csr»gi*cn ike ontet of 
prudiiction in rebruary I9M from a new field at 
Janiudug in northern Afgkenistaa. 
meters from ike S"v*t border j 




, Gas from Jargudoo. and an 
t a small su p plem en t to fuel 
supplies • a tke Tadabik Republic, tSSK» 

Afehenlttan's economic relations wiiktkcSc4ct 
Union art entering a nets stage in ike sftcrma • *? ike 
Soviet invasion, which will result in mocb closer lies. 
For Kabul and Mosoow ike cheer tics will pose a 
dilemma. Should Western aid donors fail to resume 
ikefr programs, or resume item at reduced Imls. 
Afgkanittan will aspect Ike Soviets to fill Ike gap. If 



The BabraV rea*m»* >Mt m#nrd unsucccufull) tm 
several fronts lu gjrncr ilnmcMic supf*<rt and lo 
oiunicr Ike pcrva tivc per ct pi urn that t is a Soviet 
NPPei gussrnmeni- In particular, it is acting lop'oicci 
an image of respect for Islam In a widely puMai/cd 
move, Kabul has announced (hat it will replace tke 
ccinto's red flag imnduced h* Taraki with a new flag 
tkat will include Ike color of Wiam, green. However, 
•akrak's v.aim tkat his is Ike first government in SO 
ytars to allow religious freedom in unlikely to impress 
a population tkat tunics Marsism and Ike USSR 
witk alkcism and views many of tke reforms tke 
ftvernmen' advocates as antircligious. A 

The ww government appears Intent on prcmiftg tke 
ovMomic and social reforms filiated under Taraki 
tnd^in. Kabul thowt no inclination to bock away 
fr jmtlnd icform dnpile tke resentment and chaos ike 
program ksscaosrd. Agricultyra Minister Mokmand 
recently stated that the government will enlarge ike 
public sector's rnic in agriculture He indicated tkat 
csisiing agricultural programs would continue, witk 
concentration ^m promnfing ike g rowth of cooperatives 
and. ultima* cl> • state UtmtWKk 
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